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RECOMMENDATION	  SHEET	  

	  

DATE:	  	  	   September	  10,	  2015	  

TO:	   	  	  	  	  	  	  	  Catherine	  Payne,	  Chairperson	  	  
	  	  	  	  	  	  	   	  	  	  	  	  	  	  
FROM:       Tom	  Hutton,	  Executive	  Director	  
	  
SUBJECT:	  	  	  	   Action	  on	  Methodology	  for	  Determining	  a	  Charter	  School’s	  Overall	  Annual	  Rating	  Under	  the	  

Financial	  Performance	  Framework	  
	   	  

I. DESCRIPTION	  

Recommendation	  of	  the	  methodology	  to	  determine	  a	  charter	  school’s	  overall	  annual	  rating	  under	  
the	  Financial	  Performance	  Framework	  to	  guide	  the	  Commission’s	  evaluation	  of	  each	  charter	  school,	  
starting	  with	  Fiscal	  Year	  2015-‐2016.	  

	  
II. POLICY	  CONTEXT	  

Pursuant	  to	  §302D-‐16(a),	  Hawaii	  Revised	  Statutes	  (“HRS”),	  the	  performance	  provisions	  within	  the	  
charter	  contract	  shall	  be	  based	  on	  a	  performance	  framework	  that	  clearly	  sets	  forth	  the	  academic,	  
financial,	  organizational,	  and	  operational	  performance	  indicators,	  measures,	  and	  metrics	  that	  will	  
guide	  the	  authorizer's	  evaluations	  of	  each	  public	  charter	  school.	  	  

Establishing	  an	  overall	  annual	  rating	  for	  financial	  performance	  will	  provide	  a	  clear	  and	  responsible	  
means	  for	  financial	  performance	  to	  be	  factored	  into	  charter	  contract	  renewal	  decisions.	  

III. BACKGROUND	  

At	  its	  March	  14,	  2013	  general	  business	  meeting,	  the	  Commission	  approved	  the	  Financial	  
Performance	  Framework,	  with	  eight	  measures	  to	  evaluate	  a	  school’s	  short-‐term	  and	  long-‐term	  
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sustainability.	  	  	  Ratings	  for	  each	  of	  the	  measures	  were	  approved,	  but	  an	  overall	  rating	  was	  not	  
developed.	  	  The	  eight	  measures	  for	  evaluating	  a	  school	  are:	  

	  
Ratio	   Target	   What	  it	  means	  

Current	  Ratio	   Greater	  than	  or	  equal	  to	  1.1	   Identifies	  if	  a	  school	  has	  enough	  
current	  assets	  to	  pay	  off	  its	  
current	  liabilities.	  

Year-‐end	  Unrestricted	  Days	  Cash	  
on	  Hand	  

Greater	  than	  or	  equal	  to	  60	  days;	  
or	  between	  30	  and	  60	  days	  and	  
one-‐year	  trend	  is	  positive	  

Indicates	  how	  many	  days	  a	  
school	  can	  pay	  its	  expenses	  
without	  another	  inflow	  of	  cash.	  

Enrollment	  Variance	   Greater	  than	  or	  equal	  to	  95%	   Identifies	  whether	  or	  not	  a	  
school	  is	  accurately	  projecting	  
enrollment,	  and	  consequently,	  
budgeting	  appropriately.	  

Total	  Margin	   Is	  positive	   Measures	  the	  profitability	  of	  a	  
school	  in	  the	  current	  year.	  

Debt	  to	  Assets	  Ratio	   Less	  than	  50%	   Measures	  the	  amount	  of	  
liabilities	  a	  school	  owes	  versus	  
the	  assets	  it	  owns.	  

Cash	  Flow	   Is	  positive	   Measures	  a	  school’s	  change	  in	  
cash	  balance	  from	  one	  period	  to	  
another.	  

Unrestricted	  Fund	  Balance	  
Percentage	  

Greater	  than	  or	  equal	  to	  25%	   Measure	  of	  the	  equity	  a	  school	  
has	  accumulated	  which	  can	  
serve	  as	  a	  cushion	  for	  
unexpected	  situations	  or	  to	  help	  
fuel	  growth.	  

Changes	  in	  Total	  Fund	  Balance	   Is	  positive	   Measures	  the	  trend	  in	  the	  total	  
fund	  balance	  to	  identify	  
fluctuations	  in	  the	  total	  fund	  
balance	  over	  time.	  

	  
For	  each	  of	  these	  individual	  measures,	  a	  school	  is	  determined	  either	  to	  meet	  the	  target	  or	  not	  to	  
meet	  the	  target.	  	  However,	  the	  school	  received	  no	  overall	  rating.	  

	  
IV. DECISION	  MAKING	  STATEMENT	  

In	  order	  to	  better	  factor	  financial	  performance	  into	  the	  upcoming	  contract	  renewal	  criteria	  and	  
process,	  a	  single	  overall	  financial	  rating,	  based	  on	  each	  school’s	  financial	  performance,	  is	  needed	  for	  
each	  year.	  	  The	  proposed	  method	  for	  arriving	  at	  the	  overall	  annual	  rating	  is	  that	  a	  school	  will	  receive	  
an	  overall	  rating	  of	  “Meets	  Standard”	  if,	  at	  year’s	  end,	  it	  reaches	  five	  or	  more	  of	  the	  eight	  targets,	  
one	  of	  which	  must	  be	  Year-‐end	  Unrestricted	  Days	  Cash	  on	  Hand.	  
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Unrestricted	  days	  cash	  on	  hand	  is	  the	  most	  significant	  financial	  indicator	  for	  a	  school,	  since	  it	  
addresses	  whether	  the	  school	  maintains	  a	  sufficient	  cash	  balance	  to	  meet	  its	  cash	  obligations	  to	  
sustain	  operations.	  	  The	  importance	  of	  this	  factor	  is	  emphasized	  in	  the	  recent	  revision	  to	  the	  charter	  
school	  statute,	  which	  provides:	  

Financial	  insolvency.	  (a)	  In	  the	  event	  that	  a	  charter	  school	  becomes	  financially	  insolvent,	  the	  
school	  shall	  be	  deemed	  to	  have	  surrendered	  its	  charter.	  	  For	  purposes	  of	  this	  section,	  a	  school	  
shall	  be	  determined	  to	  be	  financially	  insolvent	  when	  it	  is	  unable	  to	  pay	  its	  staff	  when	  payroll	  is	  
due.	  	  

Importantly,	  a	  charter	  school	  also	  must	  end	  the	  fiscal	  year	  with	  sufficient	  cash	  on	  hand	  to	  sustain	  
operations	  until	  the	  release	  of	  the	  first	  allocation	  of	  state	  per-‐pupil	  funding	  for	  the	  new	  fiscal	  year.	  
This	  generally	  falls	  on	  July	  20	  and	  thus	  necessitates	  a	  school	  having	  sufficient	  cash	  on	  hand	  to	  make	  
its	  first	  payroll	  of	  the	  new	  fiscal	  year	  before	  the	  new	  fiscal	  year’s	  funds	  arrive.	  	  

For	  those	  financial	  tasks	  listed	  on	  the	  calendar	  as	  of	  June	  1,	  2015,	  the	  following	  table	  describes	  the	  
rule	  to	  determine	  when	  a	  Notice	  of	  Deficiency	  will	  be	  issued	  to	  a	  school.	  	  Although	  the	  Notice	  of	  
Deficiency	  is	  part	  of	  the	  Organizational	  Performance	  Framework	  assessment,	  this	  information	  is	  
presented	  here	  to	  promote	  transparency	  and	  to	  show	  the	  relationship	  between	  frameworks.	  

	   Number	  of	  Days	  Overdue	  Before	  
a	  Notice	  of	  Concern	  is	  Issued*	  

Number	  of	  Days	  Overdue	  
Before	  a	  Notice	  of	  Deficiency	  is	  

Issued*	  
Compliance	  Requests	  
Listed	  in	  the	  Master	  
Calendar	  (Including	  
financial	  reporting)	  

	  
7	  Calendar	  Days	  

	  
14	  Calendar	  Days	  

Compliance	  Requests	  
Added	  After	  the	  Master	  
Calendar	  was	  Issued	  

	  
15	  Calendar	  Days	  

	  
30	  Calendar	  Days	  

*Should	  the	  date	  fall	  on	  a	  weekend	  or	  holiday,	  the	  next	  business	  day	  will	  be	  used.	  
	  
At	  the	  request	  of	  the	  Commission,	  the	  proposed	  annual	  rating	  has	  been	  presented	  to	  and	  discussed	  
with	  various	  stakeholder	  groups,	  and	  feedback	  has	  been	  requested.	  	  After	  presenting	  this	  
information	  in	  two	  webinars,	  three	  meetings	  with	  charter	  school	  leaders	  meetings,	  five	  school	  
governing	  board	  meetings,	  and	  meetings	  with	  several	  legislators,	  no	  feedback	  on	  this	  proposal	  was	  
received	  until	  the	  Performance	  and	  Accountability	  Committee	  meeting	  on	  August	  27,	  2015.	  
	  
At	  the	  Committee	  meeting,	  a	  legal	  question	  arose	  about	  the	  Unrestricted	  Days’	  Cash	  on	  Hand	  
measure	  and	  the	  state	  budget	  system’s	  treatment	  of	  general	  funds.	  	  By	  way	  of	  clarification,	  this	  
measure	  considers	  all	  unrestricted	  cash	  on	  hand,	  no	  matter	  the	  source	  of	  the	  funds.	  Indeed,	  under	  
the	  system	  nearly	  all	  of	  Hawaii’s	  charter	  schools	  have	  been	  able	  to	  achieve	  this	  financial	  target	  each	  
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year	  since	  it	  was	  established	  as	  part	  of	  the	  very	  first	  performance	  framework	  adopted	  by	  the	  
Commission.	  
	  
In	  addition,	  a	  concern	  was	  raised	  that	  the	  methodology	  could	  possibly	  be	  altered	  pending	  changes	  
to	  the	  overall	  Charter	  Contract	  renewal	  criteria,	  into	  which	  the	  annual	  overall	  rating	  factors.	  	  
Commissioners	  responded	  that,	  while	  changes	  to	  the	  renewal	  criteria	  are	  possible,	  it	  would	  not	  be	  
beneficial	  or	  prudent	  to	  delay	  the	  approval	  of	  the	  annual	  overall	  rating	  given	  that	  it	  is	  a	  
straightforward	  proposal	  and	  that	  it	  goes	  into	  effect	  this	  school	  year.	  	  To	  address	  the	  concern,	  
however,	  the	  Committee	  passed	  a	  motion	  recommending	  the	  Commission	  approve	  the	  
methodology	  for	  determining	  the	  annual	  overall	  Financial	  Performance,	  but	  subject	  to	  
reconsideration	  should	  the	  overall	  rating	  be	  used	  in	  a	  manner	  significantly	  different	  from	  what	  has	  
been	  presented	  so	  far	  in	  discussion	  of	  the	  proposed	  Charter	  Contract	  renewal	  criteria.	  

RECOMMENDATION	  
	  
Moved	  that	  the	  Commission	  adopt	  the	  methodology	  to	  determine	  a	  charter	  school’s	  overall	  
annual	  rating	  starting	  with	  FY	  2015-‐16,	  subject	  to	  reconsideration	  should	  the	  annual	  overall	  rating	  
be	  employed	  in	  the	  charter	  contract	  renewal	  criteria	  in	  a	  significantly	  different	  way	  than	  
contemplated	  in	  the	  discussion	  draft	  of	  those	  criteria.	  

	  


